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DEFENSE, DEPARTMENT OF
The directive establishing audit follow-up procedures designed to resolve
differences between auditors and Defense management officials was signed
last week by Deputy Secretary of Defense, Frank Carlucci. The new directive
establishes a system for tracking and reporting significant contract audit
reports and recommendations, a procedure for resolving significant differences
Additionally, it sets a requirement for periodic evaluation of the effective
ness of the follow up system operated by the Military and Defense agencies.
An important feature of the new directive is a requirement that DOD components
designate a senior acquisition official, review board, or panel that is in
dependent of the contracting officer to review differences between contracting
officers and contract audits on all significant contract audit recommendations
The independent official or board will conduct an impartial review of dif
ferences on pricing proposals and all other types of audits conducted by
Defense Contract Audit Agency and make a recommendation for disposition. The
Department is required to resolve all significant audit findings and recom
mendations within six months of audit completion. DOD policy requires that
there be effective follow-up action taken on implementation of the findings
and recommendations. Details are described in DOD Directive 5000.42, "Policy
for Follow-up on Contract Audit Recommendations," dated 8/31/81, and are
effective immediately. Copies may be obtained by contacting the Defense News
Branch, OASD(PA), 2E757, The Pentagon. For additional information contact
the Department's Public Affairs Office at 202/695-0192.

FEDERAL HOME LOAN BANK BOARD
The largest federally chartered S&L in the nation was created this week by
an interstate merger approved by the FHLBB. Troubled S&Ls in New York and
Florida were merged with a stable institution in California, creating a
S&L with $6.8 billion in assets and 136 branches. The move marks the first
time the bank board has approved an interstate merger since it confirmed its
authority to take such action to save troubled S&Ls. Although no FSLIC
assistance was involved at the outset, according to FHLBB Chairman Richard
Pratt, FSLIC "will make a financial contribution over a period of 10 years
to the resulting association and will save the insurance fund $750 million
over what it would have cost to liquidate the two associations." Mr. Pratt
said the assistance will not impair the FSLIC's ability to help other thrift
institutions that face financial difficulty, noting an increase in FSLIC's
assets from $6.5 billion to $6.8 billion since the first of the year. Mr.
Pratt believes the new merger is a demonstration of the S&L's ability to
"attract external capital," and that the merger is a "strong statement
that the savings and loan business is a business with a strong future."

SMALL BUSINESS ADMINISTRATION
A

fixed program of participation for firms taking part in the SBA's8(a) program
will be the subject of a series of regional public hearings recently an
nounced by the Agency. A public law enacted in 1980 requires SBA to establish
a fixed period of participation for every firm taking part in the 8(a) pro
gram, through which the Agency directs non-competitive government contracts
to small companies owned by socially and economically disadvantaged persons.
The majority of such firms, according to SBA, are owned by minorities.
In
fiscal 1980, firms in the 8(a) program received $1.6 billion in federal work
and $20.6 million in Business Development Expense Grants from SBA to assist
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in starting and developing their businesses. The SBA regional hearings will
be held in Los Angeles, California on 9/16/81; in Atlanta, Georgia on 9/18/81;
in Chicago, Illinois on 9/21/81; and, in Washington D.C. on 9/23/81. For
additional information contact Bettye Bolden at 202/653-6851.
TREASURY, DEPARTMENT OF
Direct mail notification from banks and thrifts of how they plan to "decouple"
retail repurchase agreements and "All Saver's" certificates was suggested
recently by the IRS to a meeting of banking and thrift trade groups.
IRS
ruled on 9/3/81 that repurchase agreements linked to ASC's were in violation
of the limits Congress imposed on the certificates both in terms of duration
and interest rate limit. In its 9/3/81 ruling, the IRS indicated that insti
tutions could break the mandatory conversion link with appropriate notifica
tion to customers. Addressing the question of appropriate notification, IRS
Commissioner Roscoe L. Egger, Jr., said, "it would be an unusual case where
an ad is sufficient notice." IRS spokesman Leon Levine said that the "con
sensus" of the trade groups attending the meeting was that "they are going
to advise their members that the wise thing to do is notify their customers
through direct mail."
Accelerated Cost Recovery System recovery rates for real property required
under the new tax act were recently issued by the Treasury Department.
The 1981 Economic Recovery Act (PL-97-34) included cost recovery rates for
other property, but provided that the Treasury secretary would provide
rates for real property. The rates have been provided in two tables.
Table 1 provides rates to be used for all real estate other than low-income
housing and is based on the use of the 175 percent declining balance
method switching to the straight-line method. Table 2 provides rates for
low-income housing and is based on the 200 percent declining balance method
switching to straight-line method. There are separate rate schedules de
pending on the month in the first taxable year that the property is placed
in service according to the tables. The Treasury also noted that there is
a technical error in the new tax act regarding the minimum tax as it applies
to corporations under section 205(b) of the act. Treasury officials indi
cated that a technical correction would be requested so that the minimum
tax would continue to apply to corporations with respect to accelerated
cost recovery of real property. For additional information contact George
Ross at 202/566-2356.
SPECIAL:

COMMODITIES FRAUD SUBJECT OF FEDERAL INVESTIGATIONS

Commodity fraud is the subject of a nationwide investigation by the Senate
Governmental Affairs Subcommittee on Investigations and hearings by the
House Select Committee on Aging set for 9/11/81. According to the Senate
subcommittee's deputy chief counsel, Michael Eberhardt, the Senate panel
began its study "to try to develop some statistical information that would
give us a feel__ for the magnitude of commodities fraud." Additionally,
the investigation will attempt to measure the effectiveness of federal
and state law enforcement and regulatory efforts that deal with fraud. The
effort will concentrate on off-exchange transactions, where the greatest
number of abuses occur. The House subcommittee hearings will focus on
business and investment fraud against the elderly, including commodity
swindles. Also investigating the commodities area is the GAO, with a report
expected 2/1/82, on the CFTC. The report will deal with reparations, rule
enforcement, market designation, other economic issues, as well as, whether
current laws permit the commission to adequately regulate futures markets.
The report is due before the Congress acts on 1982 CFTC reauthorization.
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SPECIAL:

SENATE BANKING COMMITTEE TO MARK-UP BILL TO AMEND FCPA

S. 708, a bill to amend the Foreign Corrupt Practices Act of 1977, will be
considered by the Senate Banking Committee in a mark-up session scheduled
for 9/16-17/81. S. 708, the "Business Accounting and Foreign Trade Simpli
fication Act," was introduced by Senator John Chafee (R-RI) on 3/12/81 and
numerous hearings have been held, including testimony by Special U.S. Trade
Representative William Brock and SEC Chairman John S.R. Shad. Appearing on
behalf of the profession, AICPA President Philip B. Chenok testified before
the joint hearing conducted by the Senate Securities Subcommittee and the
Subcommittee on International Finance and Monetary Policy, on 6/16/81. While
subject to change, the Senate Banking Committee is scheduled to meet in Roan
5302 of the Dirksen Senate Office Building at 9:30 a.m. both days.
In a related matter, the House Subcommittee on Telecommunications, Con
sumer Protection and Finance, Committee on Energy and C o mmerce, is scheduled
to conduct general oversight hearings on the Foreign Corrupt Practices Act,
9/16/81 and 9/22/81. Subcommittee Chairman Timothy E. Wirth (D-CO) will
chair both days of hearings, beginning at 9:30 a.m. in Room 2123 of the
Rayburn House Office Building. Mr. Wirth's Subcommittee is not currently
planning to consider any specific legislative initiative to amend the PCPA,
but will focus on Congress’ original intent when it passed the law in 1977
and whether enforcement of the law has complied with that intent. No witness
list is yet available.

For additional information, please contact Jim Kovakas, Gina Rosasco,
Nick Nichols or Kathee Baker at 202/872-8190.
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